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KEY ECONOMIC INDICATORS + PAPUA NEW GUINEA 


All values in million US$ Exchange Rate: Varies, see 
unless otherwise stated. column headings and Footnotes 
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Years are Fiscal Years A (FY73)] B (FY74)j C (FY75S) 
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MONEY AND PRICES 


Money Supply (June 30) (3)* 
Public Debt Outstanding 
External Debt 
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Interest Rates: 
Savings Banks Deposit Rate (%) 
Com'l. Banks Overdraft Rate (%) 
Consumer Price Index (1971=100) 
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BALANCE OF PAYMENTS AND TRADE 


Gold §& For. Exch. Reserves N/A until after 12/31/75 

Balance of Payments ais 

Balance of ‘trade ~ 66 

Exports, FOB (4)* 4 
U.S. Share (%) 4. 

Imports, FOB (4)* 61.047 311.62 
U.S. Share (%) 5 
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MAIN U.S. EXPORTS: (FY74/75) IOTAL: $22,089,000. Machinery and 
transport equipment ($16,240,000); Manufactured goods ($1,490,000); 
Chemicals ($715,350). 


*FOOTNOTES: 

(1) Exchange rates are as of December 31, 1972, 1973, and 1974 
respectively in column A, B and C and used for entire period 
despite currency fluctuations. 





Indicator (cont.) Unit % Change 


Exports to USA US $ Million + 294% 


Imports from USA US $ Million + 288% 


*Estimate 


Sources: Central Bank, Ministries of Plan, Mines, and Finance. 





of infrastructure in the public sector, most recognize 
the need for a strong private sector and are moving to 
encourage it. A dramatic expansion of the economy, 
however, depends on a worldwide economic upturn, an 
improvement in primary agricultural product and copper 
export prices, and the development of additional invest- 
ment projects. 


With 2.6 million people, Papua New Guinea is a relatively 
small market. Nonetheless, the country purchased 

$ 31,256,000 from the United States in FY 1973 and 

$ 22,089,000 in FY 1974, The reduction is attributable 

to a decline in purchases of heavy machinery and trans- 
portation equipment. The Embassy expects figures for 

FY 1976 to show a considerable improvement and future 
prospects appear excellent. Sales of consumer goods 

will remain fairly small even though local businessmen 
continue to show an interest in high quality U.S. goods, 
The lack of a direct shipping link between the United 
States and the important Port Moresby area is a serious 
deterrent to growth of U.S. exports. Investment in Papua 
New Guinea's abundant natural resources, however, promises 
to be most attractive to U.S. business. A number of firms 
are presently involved in gas/oil and minerals exploration, 
another is engaged in the tuna fishing industry. The timber 
industry has also attracted U.S. investor interest. Inde- 
pendence has made the cautious investor pause and take 
stock, but it has also served as a spur to newcomers who 
are favorably viewed by the Government and people of Papua 
New Guinea as men capable of bringing new capital, greater 
efticiency, and improved technology to an area of the 

world which until the last decade was often viewed as a 
backwater of the South Facific. American businessmen used 
to doing business in de.eloping countries will be surprised 
and pleased to encounter a pragmatic Government which is 
neither doctrinaire nor adverse to profits. The Embassy's 
judgment is that businessmen willing to accept a reasonable 
profit will be warmly welcomed in Papua New Guinea. 





*FOOTNOTES (continued) 


(2) Changes in column D may be significantly different using 
unconverted Australian dollars or Kina figures. 


(3) in Kina, money supply tor FY74 was 300 million and 314.5 
million in FY75 making a positive per cent change of + 4%. 


(4) Aggregated Trade figures are provisional and vary depending 
on source. A Bank of Papua New Guinea (Central Bank) Report 
shows provisional 1975 import figures at $535.9 (K403) for a 
72 per cent increase, 





is very expensive because of the dense forest. Most oil 
sources are confident that additional exploitable oil will 
be found. One American oil company source said he believed 
Gabon was good for at least another fifteen years of sig- 
nificant oil production. 


The second most important source of export revenue in 1974 
was wood, which provided 27.7 billion CFA, or about $126 
million, in spite of the ban on cutting in force during the 
last quarter because of the depression in the world wood 
market. Revenues from wood will show a significant drop 

in 1975, perhaps only reaching 60% of 1974 revenues, because 
the wood crisis affected 1975 to a much greater degree. 
Revenues will not return to 1974 levels until the world 
(Western) economies solve their current recessionary problems. 
On the positive side, previously unexploitable hardwoods will 
be harvested in future years as Gabon improves its road 
system and builds a railroad, and processing of wood in Gabon 
will increase with the expansion of the plywood factory and 
construction of a pulp mill. 


Manganese remained the third most important foreign exchange 
earner in 1974, providing 17.3 billion CFA ($78.6 million) on 
a production of 2.4 million tons. This was 8.5% of Gabonese 
export earnings. Production will gradually increase in the 
next several years, eventually reaching between four and five 
million tons in the early 1980's after the arrival of the 
Transgabon Railroad at the mine. The remainder of Gabonese 
export earnings were provided by diverse enterprises, prin- 
cipally small "family" wood producers and cloth manufacturers, 
and by uranium. Revenues from uranium increased by 50% to 
2.9 billion CFA ($13.2 million) and, while production should 
remain constant, revenues will increase significantly in 

1975 because of the 163% price increase announced in April 
1975 to be effective for all of 1975. Gabon also has a 

large iron deposit at Belinga in the northeast, and Bethlehem 
Steel began a two-year drilling program in 1975 to determine 
exactly how much iron there is and its quality. The mine 

at Belinga is currently expected to open in the early 1980's, 
when the Transgabon Railroad is scheduled to reach Belinga. 


Budgets and Plans 


The 1975 budget, which is a balanced budget of 151 million 
CFA (about $686 million) was much larger than the 1974 budget 
because of Gabon's great increase in revenues. Whereas 

the 1974 budget was about evenly divided between development 
and administrative expenses, 70% of the 1975 budget is con- 
secrated to development. The 1976 budget, which has been 





adopted in preliminary form, is balanced at a level of about 
$877 million, of which, again, about 70% is devoted to 
development. 


Gabon's current five-year plan ends in 1975. The Government 
has decided to postpone the beginning of the next five-year 
plan for one year until 1977. Thus, the planning for 1976 
will be reflected in the 1976 budget. 


In the past several years, Gabon has basically concentrated 

on developing its primary mineral industries and its infrastruc- 
ture. Agriculture has been virtually neglected, and as a 

result Gabon imports most of its food. This is expected to 
change with the new plan, and agriculture will be the main 
sector of emphasis. Originally, the emphasis will be on 
increasing the production of the staples -of the African popu- 
lation such as manioc and bananas in order to meet the increased 
demand for food expected as African workers arrive to work 

on the Transgabon Railroad. The second goal will be to en- 
courage the production of fruits and vegetables, corn, rice 

and cattle; first as import substitutions, and eventually in 
order to export to neighboring countries. 


Transgabon Railroad - The Work Begins 


The number one Gabonese development project remains the Trans- 
gabon Railroad. Actual work finally began in 1975, and the 
thirteen company European. consortium that is building the 
railroad -- EUROTRAC -- is making good progress. The work 
currently being done mainly consists of clearing the railbed, 
terracing, and preparation of the station sites. Work has 
also bequn on the railroad's largest bridge located near 
Franceville. Completion is still considered likely by 1980, 
and the first transportation of logs by rail from the mid- 
point of the railroad could take place as early as 1978. 

Plans are still being made for the third leg of the railroad 
to go up to the iron mines of Belinga in the northeast. A 
German engineering firm involved in EUROTRAC -- Philip 

Holzman -- is currently doing the preliminary engineering 
study for this leg, and it is still expected that construction 
of this leg will begin in 1979 for 1983 completion. 


There has also been some preliminary talk about a fourth 

leg for the Transgabon going down to Gabon's second largest 
city and center of the oil and wood industries, Port-Gentil. 
No decision has been taken or studies made on this idea, and 
it is unlikely that any construction would begin until at 
least 1985. 





FY1975, and appears to have been sustained at a fairly 
buoyant level throughout the latter part of the year, 
despite a sharp fall in rural incomes. Reflecting Papua 
New Guinea's heavy dependence on imported goods to 
satisfy consumer demand (and the higher prices paid for 
imports), total imports in FY1975 were valued at $535.9 
million (provisional data), a rise of 72 per cent. Towards 
the end ot the year, the rate of growth in imports had, 
however, slackened noticeably. Nevertheless, considering 
exports fell from $694.3 million to $545.7 million it is 
clear that the trade balance has worsened considerably. 
The Embassy understands the trade balance since June has 
moved to a deficit position. While the Government has 
not yet released balance of payments figures, it is 
probable they reflect the gravity of the turnearound 

as well. In his September 1975 Budget message, Finance 
Minister Chan announced higher import duties on a number 
of items and although this will increase revenues by 
approximately $8 million, it is also expected to dampen 


the import surge. The Government is committed to reducing 
imports of foodstutfs and non-essential items in an effort 
to encourage local production and improve the country's 
trade position. The recent import surge will strengthen 
its determination. 


The Government's FY1976 Budget can be characterized as a 
"slow growth" budget. Total expenditures will amount to 
$542.6 million, a small increase over the FY1975 Budget 
of $535.7 million. ‘This is modest in comparison with 

the increase of 32 in the FY1975 budget over the previous 
year. Otficials in Port Moresby were hoping Australia 
would pump additional resources for development into the 
country during FY1976, but because of its own budgetary 
restrictions, Australia gave Papua New Guinea only a 2 
per cent monetary increase in aid over last year. This 
amounts to a 15 per cent cut in real terms. ‘Ihe upshot 
is that salaries for public servants and funds for 
departmental programs must grow slowly over the next 
several years unless the Government is more eftective in 
mobilizing domestic resources or resorts to deficit 
financing -- something the Somare Government is resisting 
Since it intends to maintain a “hard currency" strategy. 
The FY1976 Budget shows a serious determination by the 
Government to hold down spending and pay as it goes. It 





increased taxes despite protests and can be expected to 
fight expansionist pressures until such time as more 
revenue becomes available. 


The Government has successfully increased internal revenue 
from tax and other sources within Papua New Guinea in 
recent years. It makes up a rapidly increasing proportion 
of the total revenue to the Government. In FY1976 it is 
estimated that internal revenue will total about $294.4 
million. This is 61.1 per cent of total revenue raised 
from all sources (excluding Defense expenditures and 
grants for transfer of assets for purposes of comparison) 
compared with 54.4 per cent of total revenue raised 
internally in FY1975 and 33.3 per cent in FY1966. 


Public debt is rising slowly and was only $10 million more 
at June 1975 than a year previously. Total debt is now 
$358.8 million, with external debt at $228.1 million, up 

$20 million over last year's total. Debt service is very 
manageable with repayment averaging $30.5 million annually 
through 1980. Papua New Guinea joined the World Bank group 
in September 1975 and a team of experts from the IMF visited 
the country for an initial appraisal the middle of November 
1975. Their report will appear by the end of December and 
is expected to underline the credit-worthiness of Papua New 
Guinea. In the meantime, American banking institutions 
appear to have taken a relatively conservative attitude 
toward lending. This is probably due to the country's 
recent independence, the simultaneous withdrawal of the 
Government of Australia's guarantee to back loans plus 
concern over the political situation on Bougainville Island. 


IMPLICATIONS FOR THE UNITED STATES 


Trade between the United States and Papua New Guinea has 
been quite volatile in recent years, because U.S. exports 
are largely dependent on major development projects such 
as the construction of the Bougainville copper mine at 
Panguna, Bougainville Island. The U.S. will continue to 
sell large quantities of equipment to Bougainville Copper 
Ltd. in coming years, but can also expect to sharply expand 
trade in the late 1970s and early 1980s as other copper 
prospects are exploited. Three are now being proved up: 
one at Ok Tedi in the Star Mountains formerly held by 
Kennecott Copper, a second at Yandera and a third at 
Freida River, the latter two on the northern coast near 





out easily, amiably and to the satisfaction of the foreign 

firms involved. This is obviously a reflection of the President's 
pragmatic nature. On the one hand, he knows that Gabonese 
participation is necessary for the well-being of his country. 

But, on the other hand, he realizes that foreign private in- 
vestment and skills are equally necessary for the well-being 

of his country and that foreign firms must be treated fairly. 


Opportunities for U.S. Business 


There are many opportunities for U.S. business in Gabon, some 
of which have been mentioned above. The fastest growing 
imports are heavy equipment, air conditioning equipment, trucks 
and airplanes. Since Gabon's road system is difficult to use 
during the rainy season, most communication with the interior 
of the country is by air. Gabon has over 120 airports and, in 
the next few years, a sizeable portion of Gabon's domestic 

air fleet will have to be replaced. Mining also offers 
opportunities. The Gabonese jungle is so dense that prospecting 
has never been carried out in a very complete and thorough 
manner, and there are indications that there may be other un- 
discovered mineral deposits in the country. Fishing is also 
underdeveloped. There are reportedly harvestable quantities of 
shrimp and lobster off-shore, but only several small companies 
that sell their catch on the local market are currently opera- 


ting, and they are unable to meet local demand. No fish are 
exported. 


There are several other large projects that would appear to be 
especially interesting to American firms. Construction of a 
pulp mill at Kango began in 1975, and all of the necessary 
equipment for the plant, which will have a capacity of 250,000 
tons, has not yet been purchased. The Government is planning 
on constructing a mineral port at Santa Clara just north of 
Libreville to handle the export of minerals evacuated by the 
Transgabon Railroad. An American firm, Soros Associates, is 
doing the engineering studies and designs for the port. Con- 
struction of the $120 million port is expected to begin about 
1981. The Government also plans to build a ferromanganese 
plant in Franceville to process the manganese found in nearby 
Moanda. Union Carbide has 10% of the shares of the company 
formed for this purpose. The plant is planned for completion 
about 1981, at the same time that a large dam at Grand Poubara, 
which will provide power for the factory, is scheduled for 
completion. A feasibility study for the dam is currently being 
done by the French firm Electricite de France, preliminary 
results of which should be available in early 1976. A new, 





the East, approximately every twenty days. Tranship- 
ment costs to the southern coast are prohibitive as 
there is no road connection from Lae to Port Moresby. 
Once a road is opened, or should Port Moresby be added 
to PFEL's ports of call, U.S. businessmen can expect 
additional sales in what is Papua New Guinea's largest 
internal market, the Port Moresby area, Businessmen 
should be aware, however, that inexpensive consumer 
goods are increasingly being provided by the Chinese 
of Hong Kong, Singapore, and the People's Republic of 
China and sold locally through Chinese trading stores 
situated throughout Papua New Guinea, 


U.S. IMPORTS FROM PAPUA NEW GUINEA 


Although the United States is only number six in terms 
of purchases from Papua New Guinea, it is the number 
one buyer of both coffee beans ($14.5 million) and 
cocoa beans ($9.3 million). Other figures for FY1974 
show the U.S. trailing Japan in purchases of tuna, but 
the Embassy understands that much of the Japanese catch 
ultimately ends up in the United States. This would 
then make the U.S. the major purchaser of tuna and 
probably prawns as well. Thus the FY1974 Papua New 
Guinea figure of $19.1 million in exports to the U.S. 
may be too low by about $8 million. And this means 
that Papua New Guinea increased its exports to the 
United States by more than 100 per cent between FY1973 
and FY1974, 


U.S. LNVESTMEN?T IN PAPUA NEW GUINEA 


Present U.S. investment in Papua New Guinea is miniscule 
apart from funds spent on minerals and gas/oil exploration. 
But direct investment remains the most likely area of U.S. 
business involvement over the next decade. An independent 
Papua New Guinea under Prime Minister Michael Somare's 
Coalition Government is making the investment climate 
increasingly attractive to direct foreign investment. 

To aid foreign investors, the Somare Government set up 

the National Investment and Development Authority in late 
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